ELECTRI C PONER TRANSM SSI ON EXPANSI ON PRQJECT
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EXECUTI VE SUMVARY

Republ i ¢ of Panama

Enpresa de Transm si on El éctrica S. A

| DB/ OC. US$ 79 million

Local counterpart funding: US$ 35 million

Tot al : US$114 million
Anortization period: 20 years

Di sbur senent peri od: 3 years

Interest rate: vari abl e

I nspecti on and supervision: 1%

Credit fee: 0. 75%

Currency: Single-Currency Facility

in United States dollars

The overall objective of this project is to aid
devel opnment of a safe and reliable transm ssion
system by financing essential investnments in power
transm ssion, the sole operating activity involving
electric power that wll remain in State hands.
Devel opment of an adequate transm ssion network is
i ndi spensabl e for achieving efficient operation of a
conpetitive electricity market with participation by
the private sector, as sought by the current reform

The specific objective of the project is to increase
capacity and inprove the reliability of the main
el ectric power transm ssion network from the western
part of the country to the netropolitan area of
Panama to facilitate the supply of power from the

hydroel ectric generati ng resour ces in Panama,
especially the GQuasquitas-Canjilones project and ones
in Central America related to the project: Si stema

de Interconexi on El éctrica para | os Paises de Angérica
Central (SIEPAC) [Electric SystemInterconnection for
the Countries of Central America].

The project consists of (i) the construction of
appr oxi mat el y 400 km of 230- kV dual -circuit
transm ssion lines fromthe Quasquitas substation to
the Vel adero substation (90 km, from the Vel adero
substation to the Llano Sanchez substation (110 km
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and from Llano Sanchez to the Panama |l substation
(194 km; and (ii) construction of the new Guasquitas
and Vel adero swi tching substations in the province of

Chiri qui and expansion of the Llano Sanchez
transformati on substation in the province of Cocl é as
well as the -connection, control, and protective
equi pnent associated with the transmission line in
the Panamd |l substation, which will be constructed

at the same tine.

The line will produce mnor environmental and social
i npacts because nost of the line area is sparsely
i nhabited and devoted maminly to stock raising and
agriculture. The nost inportant environnmental inpact
will be the cutting of trees along the right of way
of the line, whi ch passes through 7.4 kmof forest in
the reverted area of the Panama Canal and in Cam no
de Cruces Park (a total of sone 50 hectares of
cutting). This inevitable inpact will be kept to a
m ni mrum as specified in the environnental managenent
pl an. The nost inportant socioeconom c inpact
concerns the relocation of l|less than 90 dispersed
dwellings ? there are no clusters ? and sone
50 hectares of tree plantings in the right of way.
The nunber of affected dwellings was mnimzed with
the route that was chosen. There is no inpact on
i ndi genous conmmunities. It will not be necessary to
rel ocate any indi genous dwellings. The environnental
managenent pl an proposes adequate nmeasures to prevent
and mtigate environnental and social imnpacts.

In addition to making possible the transm ssion of
energy from hydroel ectric projects in western Panana,
specifically an average 695 GM per year of energy
from the Quasquitas-Canjilones plant and, beginning
in 2004, energy exchanges with the SIEPAC, the |ine
wi Il provide benefits through the reduction of |osses
and increased reliability of the Pananmanian trunk
line transm ssion system In addition, the line wll
aid the devel opnment of a reliable and safe
transm ssion system that will allow operation of an
efficient electricity market with the participation
of the private sector. Considering only the benefit
of energy transmssion from Quasquitas-Canjilones,
the construction of the line will produce an internal
rate of return (IRR) of 51%

The project presents no significant risks. However,
as a result of the Asian financial crisis, which
prevented the offering of bonds to cover part of the
financing of the Quasquitas-Canjilones plant, the
IRHE recently postponed the order to begin
construction of the plant. This delay could put off
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timely initiation of the line by reducing energy
transfer during the first few years. The Covernnent
of Panama has informed the Bank of its decision to go
ahead with the Esti project taking one of the
followng two alternatives: (a) if financing for the
project cones through, the construction would be
carried out wunder the conditions of the current
contract. Upon conpl etion, operating responsibility
woul d then be transferred to the Estrella-Los Valles
hydroel ectric plant concession; or (b) the project
would be incorporated wthin contract for the
Estrell a-Los Valles hydroelectric plant concession,

whi ch woul d i ncl ude responsibility for t he
construction Wi t hin a specified time frame.
Construction would be assured in either case. To

mtigate the residual risk and allow for greater
flexibility, a clause has been included in the
contract conditioning the call for bids on
construction of the Iline upon the subm ssion of
satisfactory evidence by the borrower and executor
that the order has been given to proceed wth
construction of the Guasquitas/Canjil ones project, or
other evidence of an energy flow sufficient to
justify the Iine (paragraph 5.12).

The current operation is consistent with the Bank's
strategy because it reinforces the transm ssion
network of Panamd and thus facilitates the operation
of the private electricity market that the new
privatization |law seeks to establish. The loan wll

support the activities of the transm ssion conpany,
the only operating activity that the new electricity
law keeps in State hands, which wll play a very
inmportant role in this reform as the enterprise
charged by the law with providing nondiscrimnatory
open access, in technical and economc terns
appropriate to the transmssion network, for the
generators that will conpete to neet the demand. The
operation fits in with the governnment's plans for
reform of the electricity sector and thus supports
the process of privatization that the government is
carrying out in the sector. Finally, the operation
reinforces infrastructure in Panama, one of the
explicit objectives of the Bank's strategy and an
essential elenent for supporting the devel opnent of

productive private activity.

Since execution of the design contract nentioned in
par agraph 3.4 began in Decenber 1996, it is requested
that an exception be allowed to the Bank's policy of
l[imting recognition of prior expenses to those
incurred within a period of 18 nonths before
subm ssion of the project to the Board.

VWhen Bank financing is used, the mnimum amounts for
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whi ch project procurement will be conducted through
international conpetitive bidding will be US$300, 000
for goods, US$2 million for works, and US$200, 000 for
consulting services. For |esser amounts, conpetitive
bidding not restricted to the local market wll be
used if the ampbunts are greater than US$150, 000 for
goods, US$250,000 for works, and US$100,000 for
consulting services, and a limted call for proposa
or bids for anounts bel ow these thresholds.

It is proposed that outlays nade by IRHE for the
design of the lines and substations be recogni zed as
prior expenses, chargeable to the |ocal counterpart
f undi ng. It is estimted that such expenses wll
anount to US$3.56 mllion.

The proposed program is not targeted to the poor,
either geographically or in ternms of beneficiaries
and is not directed specifically to participation by
worren, as specified in the E ghth Replenishnment
docunent (AB-1704).

A. Conditions precedent to the first disbursenent .

Prior to the first disbursenent: (a) the governnent
shall have signed an agreenent with ETESA for the
execution and transfer of resources (paragraph 4.1);
(b) the legal instrunents shall have been fornalized
for the independent operation of ETESA as the
executing agency of the project, including any
procedures described in paragraph 4.3 that may not as
yet have been completed; and (c) ETESA shall have
sel ected or designated an executive director for the
project (paragraph 3.1).

B. Conditions precedent to the call for bids on the

| i ne and substati ons

Before invitations are issued to submt bids on the
line, instructions shall have been given to proceed
with the GQGuasquitas-Canjilones project or it shal
have been denonstrated that there will be a supply of
energy justifying the line (paragraph 5.12).

Before invitations are issued to submt bids on the
construction  of subst ati ons, the correspondi ng
environnmental i npact assessments (EIA) shall have
been approved by the 1DB and the | NRENARE Al so,
measures in the form of technical specifications or
operating and handling guidelines to mtigate these
i npacts shall have been devel oped and incorporated
into the bidding docunents (paragraph 3.19.c).

C. QOher special contractual conditions.
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Annual neetings will be held to nonitor the project
(paragraph 3.11). The borrower and ETESA agree that
during such neetings the progress of ETESA' s
financial condition and its institutional situation
will be reviewed and the corresponding indicators
updated as indicated in paragraph 4.25.

During the first annual neeting, ETESA shall reach
agreenent with the Bank on an action plan to ensure
that before the lines go into operation, ETESA has
enough qualified staff and suitable tools and
equi pnent to maintain the project works as well as
exi sting ones (paragraph 3.8). Before start up of
the project works and equi prent, ETESA needs to adopt
the preventive mneasures recomended in the st udy
menti oned i n paragraph 5. 2.

The | oan contract will also include the environnental
recommendati ons contained in subparagraphs (a), (d),
(e), and (f) of paragraph 3.19 and financi al
guar ant ees cl ause described in paragraph 4.21.



